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Homework 3
Due Wednesday, Oct. 4
1.  Explain how to calculate the price elasticity of demand using the midpoint method.  How does the elasticity change along the demand curve represented by Qd = 20 - pd ?

2. Distinguish between a price floor and a price ceiling and give an example of each.

3. Using a graph of supply and demand for labor, explain how an increase in the minimum wage may not affect wages even if the labor demand curve slopes downward.

4.  Farmers would like price supports for their goods.  Using the supply and demand graph, explain why the government may have been reluctant to meet the farmers’ request for price floors (i.e. what are the consequences of price floors in the market?).

5.  Define consumer surplus, producer surplus, and explain how these relate to the welfare of society. 

6.  Consider the system Qd = 12 - pd and Qs = ps.


a) Calculate and graph the market equilibrium.


b) Calculate and graph producer surplus, consumer surplus, and total welfare.


c) Calculate and show the effects of a tax of 2 on producer surplus, consumer surplus, and total welfare.

7. Who pays most of the burden of the tax when supply is inelastic?  Illustrate with graphs and words.

8. Consider this article.  Using a graph and elasticity, explain the impact of the yacht tax, including the dead weight loss.  Given the distortions caused by taxes, why are they still imposed?

9.  Using the concept of a price floor and graphs, explain the effect of an increase in the minimum wage on unemployment.
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